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General Business Conditions 





HE business news during April has 
been reassuring. Two or three months 
ago misgivings and uncertainties were 
spreading. They still persist, and good 
arguments can be made for a cautious 
attitude. However, business in over-all terms 
has been well sustained, and there are few signs 
of early or general weakening. Despite slackness 
in housing, sluggishness in automobile sales, and 
slippage in steel operations, strength in other 
areas supports employment and trade; and both 
the action of the stock market and surveys of 
business expectations show that there are more 
optimists than was the case in February, when 
sentiment seems to have made its low. 


To be sure, “optimist” probably should be de- 
fined as one who expects the trend to continue 
sideways. After the long advance, the soft spots, 
and the evidence of topping out in key lines, 
few count on a resumption of the rise in the 
months just ahead; most rather expect continued 
irregularity. Nevertheless, recent reports bolster 
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the outlook. Backlogs are large in the heavy 
lines, and new orders are flowing in good, if 
somewhat reduced, volume. 


Notable among the April reports is the fact that, 
contrary to the general expectation, the Fed- 
eral Reserve Board’s index of industrial produc- 
tion for March did not decline, but held at 146 
(1947-49 = 100), the same level as in four of 
the five preceding months. Expectations of a 
drop doubtless were caused by overly-concen- 
trated attention on steel and automobiles. One 
thing overlooked was the continued rise in fuel 
production, reflecting in part the last full month 
of the “oil lift” to make good the Middle East 
shortage. Now petroleum production is being 
cut back, and the temporary stimulus is disap- 
pearing. 

More fundamentally, however, the steadiness 
in industrial activity is due to the strength of the 
position in the capital goods and engineering in- 
dustries — machinery and tools, shipbuilding, rail- 
road equipment, and aircraft—offsetting the rela- 
tive softness in steel and automobiles, building 
materials and various appliances. It is worth not- 
ing that while weekly output of steel ingots 
dropped from 98 per cent of capacity in Febru- 
ary to 89 per cent or lower by late April, all the 
major types of metal-fabricating activity except 
automobiles increased or held steady in March. 
Despite inventory accumulation in recent months, 
and resulting need for adjustment, steel con- 
sumption evidently is still running strong. 


Reassuring Reports 


Retail trade figures show that consumer 
spending continues one of the chief business 
supports. With employment and consumer in- 
comes at new high levels, department store sales 
set a record for the Easter season. 


Favorable first quarter earnings reports, which 
we summarize on a later page, seem to show that 


the developing “profit squeeze” is still spotty 
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and in over-all terms less severe than many had 
feared. These reports have added something to 
confidence, and have been reflected in stock 
market improvement. Finally, a new McGraw- 
Hill survey -- suggesting that business men in the 
aggregate are tending to step up, not cut back, 
their capital spending plans for 1957 and the 
years beyond — both reflects and contributes to a 
confident view. 


Figures on national income and product during 
the first quarter of 1957, as estimated by the 
Council of Economic Advisers, have been reas- 
suring. The total national output of goods and 
services (gross national product) rose to a new 
record of $427 billion (seasonally adjusted an- 
nual rate) from $423.8 billion in the fourth quar- 
ter and $403.4 billion in the first quarter of 1956. 
Personal income increased to a rate of $336.5 
billion in the first quarter, up $3.8 billion during 
the quarter and $19 billion during the past year. 
The encouragement to be derived from these 
increases is qualified, since they are largely at- 
tributable to higher prices rather than to real 
growth. On the least favorable interpretation, 
however, they indicate that, despite adjustments 
and weaknesses in individual lines, there has 
been no diminution in over-all activity. This may 
be cold comfort for those employes who have 
been laid off, home builders whose sales have 
fallen sharply, or manufacturers whose profits 
are pinched, but for the overwhelming majority 
of workers and business men the current period 
is one of unquestionable prosperity. 


Shifting Patterns of Demand 


The economy's ability to absorb major shifts 
in demand has undergone significant tests, with 
good results, in 1956 and so far this year. In 
1957 the test has come through the reversal in 
business inventory policy. During the fourth 
quarter of 1956, nonfarm businesses were add- 
ing goods to their stocks at an annual rate of $4.4 
billion, but in the first quarter of this year non- 
farm stocks were drawn down at the rate of $0.3 
billion. Yet despite the $4.7 billion turnaround in 
demand from this source, over-all industrial pro- 
duction remained stable and the gross national 
product reached a new high. 


Business was able to take this shift in its stride 
because of the sustained strength of final de- 
mand. The switch to inventory liquidation was 
not a belated adjustment to sagging sales, but 
the revision of purchasing policies reflecting im- 
proved delivery schedules and disappearance of 
shortages. Sales to ultimate consumers — indi- 
viduals, businesses, and government — continued 


to advance at an annual rate of better than $7 
billion in the first quarter. 


Those who have been apprehensive of a cumu- 
lative decline in inventories should be heartened 
by these developments. There is a better chance 
that sustained final demand will eventually pull 
inventories back up than that the sag in inven- 
tories will pull final demand down. 


But whereas in 1955 consumer expenditures ~ # 


and home buying were features of the recovery, § 
and last year business capital investment made 
a notable upsurge, now government spending is 
taking over a major role in the business advance. 
Between the fourth quarter of last year and the 
first quarter of this, business spending for plant 
and equipment showed the smallest quarterly [ 
gain in two years. Government outlays, on the 
other hand, showed the largest rise in five years. 


The increase in government spending was 
divided between national security expenditures | 
and state and local projects. The latter, largely 
for public works, are expanding despite a lag in | 
the inter-state highway program. 


Bright Outlook For Business Investment 


Although the rapid acceleration of business in- 
vestment characteristic of 1956 has slowed down, 
indications are that capital spending will con- 
tinue to be a major source of strength. Accord- j 
ing to the latest survey of business investment 
programs, conducted in March and April by Mc- 
Graw-Hill, business men plan capital expendi- 
tures in 1957 about 12 per cent greater than in 
1956. Perhaps more significant still is the fact 
that plant and equipment expenditures are con- Ff 
templated for the years 1958 through 1960 at 
levels close to last year’s total. These longer-range + 
figures are, of course, subject to change, but they 
do reflect the attitude of business executives. 


A noteworthy feature of the McGraw-Hill re- 
port was the estimate that expenditures for re- | 
search and development would increase 20 F 
cent in 1957 to a total of $7.3 billion. New | 
products were expected by one third of the re- 
porting firms to account for a significant share 
of capital expenditures this year. 

About half of 1957 plant _ equipment out- 
lays are scheduled to provide greater capacity. 
But for many industries the caked has shifted 
to modernization of existing facilities which are 
worn out or obsolescent. In the years ahead, 
replacement needs are expected to become more 
important than expansion as a source of invest- 
ment. 

The investment plans outlined in this 
should strengthen confidence. Considering the 
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level of plant and equipment expenditures al- 
ready achieved, little further advance can be 
expected. Nevertheless, the surveys provide some 
real basis for the belief that the present level of 
capital investment is not grossly inflated but may 
be sustained over an extended period. 


First Quarter Corporate Earnings 


Business earnings reports issued last month for 
the first quarter show soft spots but, as in the 
economy as a whole, the soft spots are accom- 
panied by strength in other areas, leaving over- 
all totals at levels above a year ago. 

Many companies, supported by programs of 
heavy capital investment for expanding capacity 
and improving efficiency, continued their long- 
term growth in sales and net income to establish 
new first quarter records. Petroleum companies 
benefited from the expansion in production and 
shipments needed for meeting emergency de- 
mands, which have since subsided. Some of the 
automobile and parts producers enjoyed a vigor- 
ous rebound following their slump in 1956. 

Numerous companies realized gains in sales or 
revenues but, because of persistently rising costs, 
showed narrower profit margins. Still others 
experienced declines — quite sharp in many in- 
stances — in both gross and net income. 

Our tabulation of the reports of 822 corpora- 
tions issued to date shows combined net income 
after taxes in the first quarter of approximately 
$3.3 billion, an increase of 9 per cent over the 
first quarter of last year, and practically un- 
changed from the fourth quarter of 1958. 

The number of companies with increases over 
the first quarter a year ago exceeded the number 





with decreases by about 8 to 2, but as compared 
with the fourth quarter of 1956 decreases out- 
numbered increases in the same ratio. 

As will be seen from the. summary, most of 
the manufacturing groups showed gains over a 
year ago. There were increases also in the group 
totals for trade and public utilities, but little 
change for mining and railroads. 


Sales, Net Income, and Margins 


Figures on manufacturers’ sales billed, avail- 
able from over three fourths of the companies re- 
porting net income, indicate that combined dol- 
lar sales increased by 12 per cent, against a 9 
per cent increase in net income. Average net 
profit margin of net income to sales was nar- 
rowed slightly from 7.3 to 7.1 per cent. 

Analysis of the changes by individual manu- 
facturers shows 53 per cent with increases over 
last year in both sales and net income, and 
an additional 4 per cent with increased net 
income despite lower sales. For 21 per cent of 
the companies, profits declined despite an in- 
crease in sales, while the remaining 22 per cent 
had decreases in both profits and sales. 


For all manufacturers reporting first quarter 
sales figures to date, net profit margins were 
narrower for 55 per cent, wider for 43 per cent, 
and practically unchanged for 2 per cent. 


Changes in Industry Groups 


Besides the petroleum and automotive in- 
dustries mentioned earlier, principal gains were 
in the machinery, electrical apparatus, and other 
transportation equipment lines, which generally 
enjoyed good business or —in the case of one 
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major electrical manufacturer — recovered from 
a strike last year. Other groups showing con- 
tinued growth in sales and net earnings, often to 
new high levels, include foods, beverages, to- 
bacco, and drug products. The steel group 
showed a small increase in both sales and net 
income but the chemical group, despite an in- 
crease in sales, had a slight dip in net. 


Nonferrous metal producers and fabricators 
generally experienced declines, reflecting lower 
billings and selling prices. A majority of the 

per producers had lower earnings, many des- 
pite higher sales. Manufacturers of cement, 
glass, and other types of building materials and 
equipment have had a difficult problem to main- 
tain sales in the face of the slower pace in resi- 
dential building. Makers of household appli- 
ances and furnishings also have been hurt by the 
curtailment in home building, as well as by ris- 
ing costs, extreme competition, and price cutting. 


Dividend Rise Slows 

Cash dividend payments publicly reported by 
corporations during the first quarter reached a 
new high for the period, according to Depart- 
ment of Commerce computations. There were 
small increases for manufacturing, for mining, 
and for electric, gas, and telephone utilities. 
Railroads and finance were little changed, and 
there was a slight decrease for trade. For the 
over-all total, the increase was 2 per cent, a 
marked slowing down from the 18 per cent gain 
registered in the first quarter of 1956. 


The Oil Lift in Retrospect 


The oil supply crisis, created by the stoppage 
of the Suez Canal and the sabotage of the Iraq 
Petroleum Company’s Middle East pipelines, has 
now passed into history. 

The Government announced suspension on 
April 18 of its emergency oil lift to Western 
Europe because “there is no shortage of oil at 
this time.” Actually, by the end of March, West- 
ern Europe was getting practically all the oil 
products it needed — even without allowance for 
the reopening of Suez and with the flow of 
Iraqi oil across Syria only partially restored. 


Government-industry efforts to meet the oil 
emergency have been both acclaimed and criti- 
cized. The London Times commented a few 
weeks ago that the oil lift was a “remarkable 
achievement which reflects great credit on the 
oil indu On the other hand, Senator 
O’Mahoney, who headed a Congressional com- 
mittee looking into the January increase in 
oil prices, questioned if the Suez crisis was not 





being used “as an excuse to gouge the American 
people.” 

Now that the emergency is over it is possible 
to assess with some perspective the dimensions of 
the crisis, the problems it created, and the suc- 
cess of efforts to deal with them. 


The task was tremendous. At the time of the 
Suez shutdown there was an actual stoppage of 
about 2 million barrels daily in the flow of oil to 
areas west of the Canal. 


A continued flow of oil was vital if Europe 
was to avoid serious economic disruptions and 
unemployment. Lack of oil could impair the mili- 
tary strength of the North Atlantic Treaty Organ- 
ization. With the approach of winter, fuel oil 
shortages would expose millions of Europeans to 
extreme discomfort. 


A Plan of Action 


The character of the emergency called for 
major readjustments in the normal pattern of 
distribution established by competition among 
both American and foreign oil companies in 
world trade. In order to facilitate and coordinate 
the necessary changes the Government wisely de- 
cided to enlist the talent and knowledge of those 
in industry best informed and able to solve the 
complex problems involved. This was accom- 
plished by establishing the Middle East Emer- 
gency Committee under the authority granted in 
the National Defense Act for voluntary agree- 
ments. The MEEC was made up of representa- 
tives of private U.S. oil companies and operated 
subject to appropriate safeguards established by 
the Government to comply with the law. 


The foundations of the committee’s program 
were laid years before. A generally insecure inter- 
national situation, together with the experience 
gained during the Korean War and the Iranian 
oil nationalization crisis, convinced the Govern- 
ment that an industry advisory group should be 
available to anticipate and avert any future dis- 
ruptions in the international flow of oil. The 
group chosen to assist the Government in the job 
was the Foreign Petroleum Supply Committee, 
formed in 1951. 

Shortly after Egypt seized the Canal on July 
31, the U.S. Secretary of the Interior asked the 
FPSC to prepare a plan of action to avert an oi! 
emergency. The oil companies, working with 
government officials, came up with a plan based 
in large part on the one used during the Iranian 
crisis. The plan, which established MEEC, was 
approved August 10. 

It should be emphasized that the MEEC was a 
fact-finding advisory committee that collected 
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Oil Flew te Europe — North and West Africa 
Pre-Suez, 1956 
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Oil Flow te Europe — North and West Africa 
Post-Suez, December 1956 - January 1957 
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and analyzed information on petroleum produc- 
tion and distribution and submitted recom- 
mendations to the proper government authorities. 
It had no power to order any company or person 
to take action nor did it have any power to allo- 
cate supplies, buy or sell oil, determine domestic 
supplies, operate tanker pools, or recommend or 
establish tanker rates or petroleum prices. 
Neither did it have anything to do with the dis- 
tribution of oil supplies in Europe. That task was 
handled independently by the Organization for 
European Economic Cooperation through its 
Petroleum Emergency Group (OPEG). 

Between August 10 and the closure of the 
Canal on October $1, the MEEC made compre- 
hensive studies of the anticipated oil shortage. 
It was clear to the committee that the problem 
would be primarily one of transportation rather 
than supply. Ample production of oil was po- 
tentially available in de Persian Gulf, Venezuela, 
and in this country. The Free World’s tanker 
fleet, on the other hand, was barely able to meet 
the rapidly increasing normal transportation re- 
quirements. 

When fighting broke out at the end of October, 
the Government decided against calling further 
meetings of the committee until the delicate 
political situation could simmer down. 

Meanwhile, the oil companies, aided by the 
information previously made available through 
MEEC studies, began to act independently to fill 
the gap in Western Europe’s requirements. Pipe- 
line flows were reversed to get crude oil to the 
Gulf of Mexico, idle pipelines were reactivated, 
production of Latin American subsidiaries was 
increased, and tankers were rerouted. 


The results of this uncoordinated effort show 
up in a few figures. During November U.S. Gulf 


Coast oil shipments to Western Europe averaged 
almost 420,000 barrels a day, against 50,000 
barrels under pre-Suez schedules. Shipments of 
crude products from the Caribbean to Europe 
also increased by more than 80,000 barrels a day, 
and some 140,000 barrels daily of normal U.S. 
imports from the Middle East were diverted to 
Europe. 


Rearranging the Oil-Flow Pattern 

Early in December, the political situation aris- 
ing out of the British- French - Israeli military 
action having become less tense, the Government 
reactivated the MEEC. A coordinated effort to 
get maximum shipments to Europe began. 

In the months immediately preceding the Suez 
crisis Western Europe and North and West 
African areas absorbed some 3.2 million barrels 
of oil daily. As will be noted in the first oil- 
flow map, some 2.2 million barrels were sup- 
plied from the Middle Bast through the Canal 
and the subsequently sabotaged pipelines run- 
ning to the eastern Mediterranean seaboard. Of 
the remaining third, some 700,060 barrels a day 
came from Venezuela and the U.S. Gulf ports 
while 300,000 barrels were supplied from sar 
production. 

Solving the oil transportation problem involved 
a number of considerations. There was plenty of 
oil in the Persian Gulf to meet Europe’s essential 
requirements, but this would involve sending 
tankers on the long route around the Cape of 
Good Hope. Stewart P. Coleman, chairman of 
the MEEC, pointed out to a Senate Subcommit- 
tee that if all available tankers had been re- 
routed around Africa, Western Europe would 
have been short about 1 million barrels daily. 

On the other hand, if all available tankers 
could have been used in the much shorter 
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Western Hemisphere-to-Europe run there would 
have been no emergency. The only trouble was 
that there was not enough oil readily available 
and accessible to ports in the Western Hemi- 
sphere. 


Thus, compromise was necessary; tanker 
routes were juggled so that the largest amount 
possible would be carried on the shorter Gulf- 
Caribbean run while a steady flow would be 
maintained around the Cape of Good Hope. 

There were numerous other problems, such as 
the rearrangement of transport schedules within 
the U.S.; adaptation by refiners to the different 
characteristics of the crude oils available under 
the new schedules; changes in refining yields to 
provide products most urgently needed; fulfill- 
ment of contract obligations; and consideration 
of currency problems. 

The second oil-flow map on the preceding page 
shows how the emergency was met. 

Tanker movements around the Cape of Good 
Hope proved more effective than was antici- 
pated. Tanker captains got greater speed out of 
their ships and got them refueled and turned 
around more efficiently. About 1 million barrels 
a day were received by this route. 


In October, prior to the stoppage of the Canal, 
imports of Middle East oil to the U.S. and east- 
ern Canada amounted to 385,000 barrels daily. 
By December and January, some 330,000 barrels 
daily were diverted to Europe. 


Shipments of Western Hemisphere oil prac- 
tically doubled to almost 1.4 million barrels daily. 
About 30 per cent of this increase was accounted 
for by higher shipments from Venezuela (output 
in March of 2.9 million barrels daily was 400,000 
higher than in September) and the rest of the 
increase was met by expanding U.S. production 
and by drawing down U.S. inventories. 
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Production of Crude Oil and Condensate in the U.S. 
(Daily average by weeks; latest, week ended April 17) 
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The success of the oil lift program is evident 
in one statistic: by January, Western Europe and 
North and West Africa had available almost 8 
million barrels of oil daily — about 90 per cent 
of pre-Suez supplies. 


Helpful Factors 

Favorable weather was an important factor 
in helping to mitigate the effects of the Suez 
crisis. Mild weather in December on this side of 
the Atlantic helped to sustain Western Hemi- 
sphere exports. In Europe, last winter was one of 
the mildest on record —especially in Scanda- 
navia, which is relatively the most dependent on 
imports of heating oil. 

The resourcefulness of European consumers 
was also important. Gasoline rationing and econo- 
mies in the use of fuel oil were instituted. Coal 
production and imports were expanded. 

Yet another helpful factor was the high level 
of oil inventories in the U.S. When the Canal 
was closed down last October, crude oil stocks 
amounted to 284 million barrels—10 per cent 
above a year earlier and close to a record high. 
By February inventories were drawn down some 
36 million barrels—a drop, partly seasonal, of 
about one eighth. 


The Oil Price Increase 

Despite the success of the oil lift, the oil com- 
panies have been sharply criticized both at home 
and abroad. The chief criticism was evoked by 
the 25 cent-a-barrel rise in crude oil prices, in- 
creasing the dollar cost of Western Hemisphere 
oil for European as well as American consumers. 

The major international oil concerns were sin- 
gled out for blame by some members of the 
Senate Subcommittee looking into the price hike. 
Senator Kefauver, for instance, charged that 
government officials and the MEEC callously 
ignored the public interest by not “protecting the 
public against unwarranted price increases and 
gouging by these big companies.” Similarly, 
Senator O'Mahoney declared that small oil com- 
panies are “caught in a squeeze between the big 
international companies.” 

Complaints indicative of consumer concern 
were made by a Florida delegation of utility 
officials. It warned that the increases in fuel oil 
costs to Florida consumers were “threatening the 
state’s economy.” 

The facts are that when the oil exporting com- 
panies could no longer obtain sufficient crude 
for shipment to Europe from their own produc- 
tion and purchases, or from purchases at prevail- 
ing prices, they offered higher prices to draw 
out greater supplies. 
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The higher oil prices induced suppliers to 
liquidate inventories — even after they got down 
below normal levels. With demand greatly in- 
creased, stocks on hand fell from 37 days’ supply 
at the end of October to 29 days’ supply at the 
end of March — the lowest point in the postwar 
period. 
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Inventories of Crude Oil in the U.S. 
(By weeks; latest, week ended April 13) 


Higher prices also drew supplies from inland 
points by making it worthwhile for suppliers to 
employ costly rail, barge, and truck transporta- 
tion for the output of wells not connected to 
pipelines. In addition, unused pipelines were 
pressed into service. 

Since crude oil constitutes about 75 per cent 
of the cost of refined products, there was only 
one way for refiners to recover the increased 
cost of crude and that was by proportionately 
increasing the prices on refined products includ- 
ing gasoline and fuel oil. 

In addition to the general desire to get more 
crude supplies, the companies were faced with a 
substantial rise in unit costs. Since the last gen- 
eral price increase in 1953, wages, salaries, and 
costs of materials have steadily increased. 

This was pointed up by W. M. Vaughey, chair- 
man of the executive committee of the Independ- 
ent Petroleum Association of America, before a 
Senate Subcommittee on February 12: 

. . . During the period since 1947, line pipe prices have 
increased more than 100 per cent, oil well casing (alloy) 
87.5 per cent, oil field machinery 55.6 per cent, and 


average hourly earnings 61.3 per cent compared with an 
increase of about 21 per cent in crude oil prices. 


. . . The recent adjustment in prices was years overdue 
and was inadequate to offset cumulative increases in 
cost.... 

M. J. Rathbone, president of Standard Oil 
Company (N.J.), made an additional point be- 
fore the Committee: 

. +. the per barrel cost of finding and developing oil 


reserves in the United States has continued to rise. By 
last year these costs had reached a point where . . . the 








ice at which a barrel of crude was being sold was no 

nger sufficient to meet the cost of replacing that barrel 
through exploration and discovery. It is not surprising, 
therefore, that many producers, conga | the smaller 
ones whose output is so important to total supply, had 
been voicing reluctance to sell their oil at what they re- 
garded as an inadequate price. 

Domestic Production and Imports 

Two other areas of conflict arose out of the 
oil lift program. These involved criticism — most- 
ly from abroad — of state oil production authori- 
ties for their reluctance to increase domestic 
output, and a dispute over U.S. imports of oil 
from Venezuela. 

As to the first—domestic production — state 
oil agencies in general were reluctant to permit 
increased output for fear that it would result in 
wasteful overproduction should the Middle East 
crisis end suddenly. 

Arthur S. Fleming, at the time director of the 
Office of Defense Mobilization, pointed this up 
when he stated in February that if state regula- 
tory authorities increased production they would 
be taking “a calculated risk.” 

The regulatory authorities were concerned 
because foreign oil was flowing into this country 
in sizable amounts, and with other considerations 
including the question of pipeline connections 
from the various producing areas to deep water 
ports. Nevertheless, the Texas Railroad Commis- 
sion, as pointed out by Commissioner Ernest 
Thompson, had by February increased produc- 
tion in the State by some 242,000 barrels a day. 
By March production was further increased. 


As for oil imports —an old source of contro- 
versy between the international oil companies 
and the domestic producers — discussion during 
the emergency focused on shipments from Vene- 
zuela. The point was made that U.S. East Coast 
imports of Caribbean oil were increased despite 
European needs and the fact that the tanker run 
from the Caribbean to Western Europe was 
shorter than from our Gulf Coast. 


The question of oil imports, however, must be 
considered in light of the fact that the bulk of 
our previous purchases from the Middle East 
was diverted to Western Europe. During the 
first 10 months of 1956, prior to the Suez shut- 
down, our total imports of Middle East petroleum 
averaged about 310,000 barrels a day. By January 
they were down to 48,000 barrels, of which only 
16,000 barrels came to the East Coast. The defi- 
ciency was made up mainly from domestic sup- 
plies and partly by shipments from Venezuela. 
But, as Mr. Rathbone told the Senate Subcom- 
mittee in February, the amount of oil imports 
from Venezuela averaged only about 30,000 bar- 
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rels a day more than importing companies had 
scheduled before the Suez crisis. 


Mr. Rathbone further explained: 


Some have argued that a saving in tanker transporta- 
tion would be obtained if Venezuelan crude oil were 
diverted to Europe instead of being diverted to this 
country. In my opinion, the benefits of such a diversion 
have greatly exaggerated. Though it is true 
Venezuela is closer to Europe than our Gulf Coast 
it is also true that the distance from Venezuela to 
northeast United States is less than from the Gulf 
to this area. 

The net saving in transportation, therefore, would 
quite small, even if there were no imports of Venezue 
crude into this country. But that could not be 
because some of these imports are specialty crudes 
could not be replaced by domestic crudes. Also, - 
wise shipments must be moved in United States 
tankers which have not been available to handle 
further substantial increases in that movement. 


A Job Well Done 


With the passing of the emergency, the oil 
industry now faces the task of restoring world 
production and trade in oil to a more normal 
pattern — though one that is bound to differ in 
certain respects from pre-Suez. Oil is once more 
beginning to move through the Canal and the 


Iraq Petroleum Company's pipelines are oper- 
ating at about 40 per cent of capacity. Crude pro- 
duction in this country is being adjusted to re- 


duced seasonal requirements as well as to the 
passing of abnormal export demand caused by 
the blockage of the Canal. 

Looking further ahead, steps are being taken 
to mitigate future disruption in the flow of Mid- 
dle Eastern oil by developing alternate routes 
and supplies. 

Meanwhile, recognition should be given to a 
job well done. 

To be sure, the functioning of the oil lift was 
not perfect or devoid of controversy. It could 

be expected to be, considering the magni- 
tude and complexity of the undertaking, the 
speed with which it had to be done, and the 
differing interests involved. The wonder is that 
there was not more confusion and discord in 
carrying through so gigantic an operation. Com- 
pared with the achievement of meeting Europe's 
oil needs without shortages in the U.S. or com- 
pulsion by Government, any shortcomings in the 
program would seem to be minor. 

The alternative to — handling the task 
on a voluntary basis would have been a vast 
government program. Mobilization Director 
Fleming told the Senators in Feb that this 
would “take at least six months to set up” and 
would require “bringing in a huge bureaucracy” 
to deal with a short-term problem. In the final 


analysis, the only “bureaucracy” capable of deal- 
ing effectively with a deficiency problem such as 
this must of necessity be com largely of 
men from the industry with a long background of 
experience and know-how. 

The great lesson of the oil lift is its demon- 
stration of what industry and government, work- 
ing together, can accomplish. Felix Wormser, 
Assistant Secr of the Interior, summed it 
up in a few words before the House Interstate 
and Foreign Commerce Committee on March 22: 


In my opinion, there was no other plan which could 


have been so effective so quickly. This is another ex- 


Se ee re ere os ere o 
government-industry cooperation 
pape so many times before. ate Se ee 
necessary government supervision, no: ‘orces 
of the oil industry could function effectively. I think 
that the oil industry and the American oil 
companies cipating in the Voluntary A; t and 
ea a job well 
ne. 


Bankruptcy a la Russe 


In speeches to factory workers and farmers at 
Gorki, as revealed in the Moscow press on April 
10, Communist Party Leader Nikita S. Khrush- 
chev announced that the Soviet Government has 
decided to “ ne” for 20 to 25 the re- 
demption of bonds totaling 260 billion rubles 
held by the Russian people. New sales of bonds 
are being abolished. The New York Herald 
Tribune quotes the Soviet press as saying the 
announcement was with “stormy ap- 
plause” and that factories vied with one another 
in passing resolutions approving the plan. 

Mr. Khrushchev reportedly stated that the 
lan, and its warm reception, would be especiall 
sam to the capitalist abroad who meus 
would be able to understand how it could be 
voluntarily accepted by the workers and peas- 

ants. Nevertheless one can try. 

The most obvious analogy in the United States 
would be a repudiation of people's rights to 
redeem the $55 billion Savings bonds outstand- 
ing. The nominal dollar equivalent of the Russian 
bonds defaulted is a little more, $65 billion. 

Such an action by the United States Govern- 
ment is unthinkable. Nevertheless, one can ap- 
preciate how pig we hard pressed for 
money is tempted to default on obligations un- 

en. Somebody goes broke every day of the 
year in the Western World. Inability to pay debts 
is a risk in every private enterprise. The capitalist 
has no difficulty interpreting a Soviet confession 
of bankruptcy. 

Mr. Khrushchev made it clear that the action 
was being taken to relieve the financial burden 








Sahre DST Oe - @ 


at 
il 
h- 
As 
B- 
2S 
1s 
ld 
1e 
D- 
er 


pv May, 1957 


of increasing bond maturities. He said that 16 
billion rubles would be needed to redeem bonds 
this year and that the figure would gradually rise 
to 25 billion rubles by 1967. Thus the Soviet 
Government was finding it necessary to sell more 
and more bonds to redeem more and more bonds. 
This, he intimated, was kind of silly, like taking 
money out of one pocket and putting it in the 
other. 


Contrast to U.S. Savings Bonds 


The United States Government has a parallel- 
ing problem in increasing Savings bond maturi- 
ties and redemptions. But it is not considered 
silly for the Government to fulfill its promises. In 
April the Congress approved legislation to ad- 
vance rates offered on Savings bonds from 8 to 
3% per cent. The idea is that an increase in rate 
will lead people voluntarily to buy more bonds 
and thus provide increased funds to meet re- 
demptions. The Savings bond buyer knows, be- 
yond shadow of a doubt, that his redemption 
rights are secure. 


Under Secretary of the Treasury W. Randolph 
Burgess, speaking before the New York Financial 
Writers Association on April 22, summarized the 
difference between American and Russian prin- 
ciples of government as “economic freedom 
versus economic serfdom.” 

Here in America we honor our obligations. When our 
people put their money voluntarily and freely into United 
States savings bonds they are setting aside reserves which 
they can cash when needed for such things as college 
educations for their children, for a down payment on 
a new home, for a new car, to supplement their retire- 
ment income and for countless other “American-way-of- 
life” purposes. They know that the obligations of the 
Government will be met. 

Bonds in the Union of Soviet Socialist Repub- 
lics have a different history. It is rather incongru- 
ous that the Soviets ever issued bonds at all. 
Bonds are an emblem of capitalism. A commu- 
nist government should hardly want to tempt 
people to accumulate capital and rise above the 
multitude. This is a privilege reserved to official 
bureaucracy. 


Nevertheless, the Soviet Government offered 
bonds for sale to the people. Great sums of 
money had to be raised to pay for the successive 
five-year economic development plans. The Gov- 
ernment was sorely handicapped by lack of that 
great generator of capitalistic progress — personal 
savings. To finance by inflating the currency 
would have deprived the Government of a stable 
unit of account. Seemingly there was enough 
latent desire among the people to become capi- 
talists — and enough trust in a so-called people’s 
government —to make bond sales easier than 


raising taxes or cutting wages. In any case the 
Soviet Government “socialized” bond sales by 
imposing their purchase as a duty of citizenship. 
In other words, if any one was going to be a 
capitalist, everyone had to be. 

The experience of the Russian bond holders 
has not been favorable. When repayments of 
bonds sold in the 1920’s and early 1930's began 
to become a burden, the Soviet Government 
moved in 1936 to postpone redemption for 20 
years. In 1947 the bondholder was rewarded for 
his patience by another 20-year extension plus 
a 67 per cent cut in the nominal value of his 
holdings. 

Not So Puzzling 

Against the record, an absence of complaints 
over the new 20-year “postponement” is not too 
surprising. It merely confirms that Russians long 
ago had given up the idea that Soviet Govern- 
ment promises were of any value. 

There is no doubting that the Russian people 
eagerly welcomed the announced discontinuance 
of bond sales. Since the worker had been re- 
quired to buy bonds in proportion to his in- 
come, the bond purchase scheme had assumed 
the aspect of income taxation. Evidently the abo- 
lition of an income tax is as popular in Russia 
as it would be here. 


Bolivia Learns the Hard Way 


People everywhere share a common desire to 
increase their incomes and improve their stand- 
ard of living. Governments, responding to these 
desires, try to formulate and carry out policies 
which will promote national economic growth 
and prosperity. 

Basic to the success of these efforts is the in- 
genuity, hard work, and sacrifice of the citizen 
reinforced by sound government policies. But 
too often people and their governments are not 
content with the slow but surer process of de- 
velopment that comes from working and saving, 
and devoting the surplus over consumption to 
augmenting the capital resources essential to real 
gains in economic welfare. They seek short cuts, 
almost inevitably involving inflation through 
overstrained government budgets and easy credit. 

This attempt to do too much too fast, though 
by no means confined to the undeveloped coun- 
tries, tends to be their besetting sin. With rela- 
tively low living standards and a growing aware- 
ness of the gap between their economic status 
and that of the more developed countries, they 
are eager to catch up. 

The main obstacle is lack of capital. Low 
productivity and the fact that the people live 
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so close to a mere subsistence level, give little 
room for the internal savings needed to finance 
development. These countries must attract out- 
side capital or their progress will be painfully 
slow. In such circumstances, the temptation to 
inflate becomes well-nigh irresistible. To make 
matters worse, political agitation against foreign 
capital has tended to dry up the only available 
large-scale capital source capable of translating 
national aspirations into reality. 


Example of Bolivia 


Bolivia provides a clear example of what hap- 
pens when a country errs on both counts. In 
about four years, from 1952 to November of 1956, 
the cost of living rose about 30 times. Its cur- 
rency, the boliviano, declined in the free market 
from 190 to the dollar to as low as 18,000. The 
deteriorating currency created economic distor- 
tions; social unrest flared into public riots. 

Bolivia, in trying to check this disastrous in- 
flation, is now reversing its past policies. Instead 
of budget deficits, cheap money, and exchange 
and price controls, it is working towards budget 
balance, free markets, and money people can 
trust. Nationalization schemes have been re- 
placed by policies that encourage foreign in- 
vestment. The past experience demonstrates to 
all countries the folly of scaring away outside 
capital and the futility of trying to hasten eco- 
nomic progress by pushing on the inflation 
pedal. 


A Typical Underdeveloped Country 


Bolivia, almost twice the size of France, has 
only about 3% million inhabitants to France’s 
43 million. It has potential wealth in fertile 
land, hydroelectric power, forests, and petroleum 
and other minerals. Despite all this, Bolivia is 
one of the poorest countries in Latin America. 


With internal capital formation low, Bolivia 
depended for its development or the investment 
of export surpluses and the inflow of foreign 
capital. In both respects, however, it has been in 
a weak position. 

The country’s exports, consisting up to 65 per 
cent of one commodity, tin, reflected the fluctua- 
tion of the world price of that metal. Further- 
more, foreign currency derived from the sale of 
tin and a few minor metals had to pay for im- 
ports of mine equipment, most manufactured 
goods, and a third of food requirements. What 
little was left was usually retained abroad — and 
for a good reason: the political instability of the 
country. There have been some 178 revolutions 
in Bolivia’s 182-year history. This also discour- 
aged new foreign capital investment. 


If Bolivia was to prosper and grow: it would 
have to do many things: diversify exports, in- 
crease food output, develop a transportation sys- 
tem that would bring the various products of 
the country to the main consuming centers, raise 
the productivity of workers, and integrate the 
Indians — more than half of the total population 
— into the country’s economic life. 


Past Mistakes and Mismanagement 


In 1952, the National Revolutionary Movement 
(MNR), a party with strong socialist leanings, 
took office and its leader, Victor Paz Estenssoro, 
became President. The MNR was well aware of 
the country’s needs. In trying to satisfy them, 
however, it was impatient for progress and tried 
to move too fast. 


An agrarian reform was passed, giving farm 
plots to thousands of Indians and abolishing all 
compulsory labor, paid and unpaid, on large 
estates. But this sudden change found most of 
the Indian sharecroppers unprepared for re- 
sponsibility as independent farmers. Social legis- 
lation, setting wages, hours, benefits, and work- 
ing conditions, made it almost impossible to dis- 
charge an unsatisfactory worker. 


Bolivia’s misfortunes were blamed on the “Big 
Three” tin companies, which thereupon were 
nationalized. Instead of creating conditions fav- 
orable to foreign capital inflow, the reformists 
not only antagonized foreign capital but also 
scared much domestic capital out of the country. 


Before long, Bolivia began to feel the effects 
of the MNR decrees. The agrarian reform re- 
sulted in confusion, and marketable surpluses 
declined sharply. To avoid hardship, more and 
more foreign exchange earnings had to be shifted 
to pay for food imports. 


To aggravate matters, foreign exchange earn- 
ings contracted when a glut of tin in world 
markets led to a price decline. Moreover, the 
Government found it could not operate the tin 
mines as efficiently as their private owners had. 
While this was partly due to the exhaustion of 
the more profitable ore deposits, the main 
troubles were lack of proper maintenance, short- 
age of technicians and capital, and, above all, 
lapse of discipline and low productivity of the 
miners. President Paz was quoted last spring as 
admitting that government operation of the mines 
was a failure economically. The miners, he said, 
worked harder for the private owners than they 
did for the Government. 


Tin output, around 34,000 tons in 1951, the 
year before nationalization, slipped to less than 
26,000 tons by 1956. 
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“Calculated Deficit Financing” 


To pay for over-ambitious development pro- 
grams—and to satisfy workers’ demands for 
wage increases—the Government resorted to 
“calculated deficit financing.” Money rolling off 
government printing presses increased buyi 
power without adding to the supply of available 
goods, so prices advanced. Extension of controls 
over the economy and manipulation of exports 
and imports brought little relief. Soaring prices 
touched off a flight from currency as people 
sought to get rid of money for goods and real 
estate. Since no one wanted to save, capital 
formation came to a halt. 


The situation would have deteriorated even 
more rapidly except for American aid extended 
at the annual rate of $25 million, not counting 
indirect aid in the form of tin bought at above 
world prices. In the long run, however, efforts 
to slow down inflation with the help of food re- 
ceived from this country served only to discour- 
age local production and create absurd price 
relationships. This spurred smuggling and specu- 
lation. 

By 1954, the disastrous effects of the MNR 
policies sobered the more responsible leaders of 
the party. President Paz still maintained that 


some inflation was needed to “finance nationali- 
zation of the tin mines and lay the ground work 


for the Government's effort to diversify the econ- 
omy.” But, he came out against any further 
nationalization: 

To those who demand the nationalization of all indus- 
tries, I say that it would be tantamount to gerne | 
misery. os ae ee Sees eee 
our past actions have not established a pattern. We want 
the impelling force of foreign capital in our economy, 
and we want to establish a climate which will attract 
private capital in mining activities, in the oil fields, and 
in industries associated with agriculture. . . . 

The Government then set about trying to pro- 
vide a climate favorable to the private investor. 
An investment guarantee was signed in the fall of 
1955 which allowed American investors to con- 
vert earnings into dollars and protected them 
against loss of capital through expropriation. 
A new petroleum exploration code was drawn 
up so as to attract foreign oil companies. 

Prices continued to climb, however, because 
of the indulgence of inflation by the Paz Gov- 
ernment. In the first 11 months of 1956, the cost 
of living index soared more than 230 per cent. 


Reforming the Reformers 


When Bolivia’s present leader, President Her- 
nan Siles Zuazo, took over last fall he recognized 
that deterioration of the currency was the coun- 


try’s biggest problem. In his inaugural address 
he warned: 

Inflation is a fire that is burning down our house. . . . 
But do not e to saunter out of the house wearing 
a new suit smoking a cigarette. We will be lucky to 
get out at all. . . . Unless inflation is checked the coun- 
try will evolve into an inept rightist dictatorship or a 
chaotic regime headed by Trotskyite or Stalinist Com- 
munists. . . . 

Although placed in power by the MNR, the 
new President has reversed that "s economic 
theories. The Central Bank has been ordered to 
stop issuing new currency. All price controls and 
food subsidies have been scrapped. Strikin 
unions, for the first time since 1952, have foun 
that the Government is not taking their side 
against employers in unreasonable wage de- 
mands. This point was dramatized a few months 
ago when President Siles went on a hunger 
strike to induce miners, who were demanding 
higher wages, to go back to work. 

All trade and exchange restrictions have been 
removed and a single fluctuating exchange rate 
has been established in place of the previous 
multiple rates. To help with currency stabiliza- 
tion the International Monetary Fund, the USS. 
Treasury, and the International Cooperation Ad- 
ministration have granted Bolivia credit lines 
totaling $25 million. Since establishment of the 
single exchange rate, the boliviano has fluctu- 
ated around 7,500 to the dollar. 

Currently, the reform involves adjustment 
of wages and salaries, after which they are to be 
frozen for one year, An increase in rents, frozen 
for the past 10 years, has been permitted. Dur- 
ing the next phase, the Government hopes to 
balance its budget and revise its tax system. It 
has also announced plans to begin repayment 
on dollar bonds that went into default in 1931 
and thus to rebuild the creditworthiness of Bo- 
livia abroad. 

A Courageous Policy 

President Siles, in cutting away controls, keep- 
ing a tight rein on government-created credit, 
and trying to get the country to live within its 
means, is laying a sound base on which Bolivia 
can build. It took courage to institute these poli- 
cies. It will take more courage to continue them 
in the face of pressures from those who would 
risk the chaos resulting from a complete break- 
down of the currency rather than work hard and 
accept the sacrifices that are necessary because of 
previous excesses. Given continuation of sound 
policies, and patience on the part of the people 
so they won't expect miracles over night, Bolivia 
now has the opportunity to demonstrate its re- 
cuperative powers and make economic progress. 
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Disraeli said it: “In a progressive country 
change is constant.” 


New obstacles are forever inspiring the 
imaginative man to new records. He cre- 
ates the airplane, and a few short years 
later has worked out details for a rocket 
ship. In less than a generation, the radio 
industry is born, grows into a household 
habit, then makes room to share the spot- 
light with television. 

We move today at a phenomenal rate 
... from buggies to sport cars, from sul- 
phur and molasses to Salk vaccine, from 
wood stoves to electronic wall ovens... 
and all in the twinkling of a single life- 


— 


Progress, 


problems... 


and imagination 


time. Strange, wonderful words—auto- 
mation, transistors, atomic power, plas- 
tics, titanium — become everyday lan- 
guage overnight. 

For each step taken, for each need 
filled, there is always an idea first to trig- 
ger the process. Somebody, somewhere, 
uses his imagination to solve a problem. 

Often these solutions call for money 
to cover development, manufacture, and 
distribution. This poses a challenge to 
the banker. He must be imaginative 
enough to recognize practical potential, 
discerning enough to reject the purely 
romantic. 

We're not sure that our bankers actu- 
ally have more than their share of imagi- 
nation. If it sometimes Seems that they 
do, it may only be because they have at 
their finger tips the important, up-to-date 
facts needed for a sympathetic, creative 
approach to business's financial problems. 
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